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The National Association of Government Guaranteed Lenders, Inc. (NAGGL) is a trade association for 
participants of the Small Business Administration (SBA) section 7(a) program. Our members account for 
approximately 80% of 7(a) loans made annually. Commonly called the SBA’s “flagship” program, the 7(a) 
program has proven to be an excellent public/private sector partnership. Over the last decade, the SBA has 
approved approximately 450,000 loans for almost $100 billion. We thank the Committee for the opportunity to 
testify on the SBA FY 2005 budget request and other current issues facing the SBA 7(a) program community. 
 
The Current Crisis 
The current problem is a result of an inadequate FY 2004 budget request. The SBA approved over $11 billion in 
7(a) loans in FY 2003. This number includes the STAR program—a temporary program for businesses affected 
by the events of September 11, 2001—which was run through the general 7(a) program. Still, the budget for FY 
2004 was for only $9.4 billion in program authority. The SBA claimed that loan volume would decline in FY 
2004 because the STAR loan program had expired. NAGGL argued last year that small business loan demand 
would not decline simply because a particular loan program expired. In fact loan demand in the last months of FY 
2003 was almost $1 billion per month even though the STAR program had expired in January. In our testimony 
last year, NAGGL estimated FY 2004 7(a) loan demand of approximately $12.5 billion. Actual loan volume 
through the first quarter of FY 2004 was $3.122 billion, supporting this estimate of demand made in February, 
2003. 
 
Late in the afternoon on December 23, 2003, the SBA notified the Senate and House Small Business Committees 
of their intent to cap the SBA 7(a) loan program in 15 days, or January 8, 2004. The SBA set the cap at $750,000, 
reducing the loan size maximum $1,250,000 from its $2 million statutory limit. The timing of the notification 
raises the question, with the SBA approving about $1 billion per month for several months prior to the notice, 
why didn’t the SBA admit its problem earlier? 
 
Then on January 6, 2004, without warning the SBA then announced that it was shutting down the 7(a) program, 
injuring over a thousand small businesses and lenders, many of whom had rushed to submit loan applications 
before the $750,000 cap went into effect. The SBA had, in effect, closed the program before January 6 because 
the Agency stopped processing most large loans before then. The SBA then took the unprecedented step of 
returning all outstanding applications to lenders rather than processing the loans to the point of final approval. 
During similar funding shortfalls in the past, the SBA simply processed these loans but stopped just short of 
issuing a final approval, and, as additional loan authority became available, the pending loan applications were 
approved in the order in which they had been received. Not this time. 
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This year the SBA rejected all applications, returning hard copy loan files and destroying faxed applications. 
When the SBA decided to restart the program a week later, applicants and lenders were required to resubmit their 
applications for processing. For loans over $750,000 that had been submitted prior to the deadline, the SBA’s 
response has been “too bad.” The very federal agency that is supposed to be the small business’s advocate has 
caused many small businesses undue harm and led to many anxious moments. Applicants spent time and money 
to complete their applications, only to have the SBA reject and return them; and many of these prospective 
borrowers had made irreversible commitments that they can no longer honor due to the denial of SBA assistance. 
We believe that this was an unconscionable act by the Administration, and we hope that Congress will demand 
that the SBA now process any application that had been received by the January 8th deadline. The SBA should 
not be allowed to circumvent the 15-day notice requirement in the Small Business Act. 
 
 
Piggyback Restriction 
When the SBA restarted the program, it added even more program restrictions, once again ignoring the 15-day 
notice requirement of the Small Business Act. Along with the $750,000 loan cap, the SBA announced a 
prohibition of 7(a) loans coupled with conventional loans in larger loan packages, frequently referred to as the 
“piggyback” structure. A lender utilizes the 7(a) program because an applicant has a credit deficiency. In some 
instances an applicant has a need that is larger than the maximum loan size allowed under the 7(a) program. To 
mitigate the risk, a lender may utilize a piggyback structure so the lender can meet the borrowers’ financing 
needs. 
 
For example, assume that an applicant needs to borrow $1 million. In a piggyback structure, a lender could 
provide a $250,000 conventional loan in a first lien position, and a $750,000 SBA 7(a) loan in second lien 
position. 
 
This is similar to the loan structure provided in the SBA 504 program, but with two key differences. With a 504 
loan the SBA has 100% of the credit risk on the second mortgage loan. With a 7(a) loan, under the piggyback 
structure, the originating private sector 7(a) lender has at least a 25% pro-rata share of the second lien loan, 
meaning the lender is sharing in the credit risk. The second difference is that the government collects 
substantially more fees on a 7(a) loan than it does on a 504 loan. From a subsidy perspective, the government 
would collect more fees on a 7(a) piggyback structure than they would on a 504 loan structure. 
 
Piggybacks are especially useful when the SBA institutes a loan cap. Some of the applicants now caught by the 
SBA’s unconscionable act could have found financing through a piggyback loan structure. With the new 
piggyback prohibition, there is no way to meet the needs of many applicants seeking loans in excess of the 
$750,000 cap. We request that this Committee, through legislation if necessary, require that the SBA allow the 
use of piggyback loans so that lenders have a vehicle to serve those small businesses that need larger loan 
packages. 
 
Statistics 
The SBA loan programs are the largest source of long-term capital for small business in this country. From bank 
“call” reports, the SBA office of Advocacy reports there are $485 billion in outstanding small business loans. 
From FDIC data, only about 20% of those loans (approximately $95 billion) have an original maturity over 3 
years. The average original maturity of an SBA 7(a) loan is about 14 years, and the SBA 504 average is even 
longer. The balance of the outstanding 7(a) portfolio is approximately $40 billion—a significant percentage of all 
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outstanding long-term small business loans. Small businesses simply cannot afford to have the SBA take arbitrary 
actions that destabilize their major source of long-term debt capital. 
 
Small Businesses Harmed 
The actions taken by the SBA in FY 2004 have gravely and irrevocably harmed thousands of entrepreneurs at a 
time when the nation’s economy is struggling to create jobs. Most disturbing about this occurrence is that 
throughout 2003 the administration repeatedly ignored signs that loan demand was exceeding the SBA’s available 
funds and chose not to act, instead delaying action until Congress had adjourned for the year. Rather than 
foreseeing and acting to prevent this crisis, one of the federal government’s most important economic 
development programs has been destabilized. The SBA’s recent action to reopen the program falls way short of 
what small businesses need. In fact the program remains closed to those borrowers who would have accounted for 
40% of dollars lent prior to the SBA’s recent actions. 
 
 
FY 2005 BUDGET 
Why More Fees? 
On the heels of its inadequate 7(a) program budget request for fiscal year (FY) 2004, the Administration on 
February 2 proposed raising 7(a) program fees even more for 2005. The President's FY 2005 budget calls for a 
zero subsidy rate and no appropriations, both arrived at by allowing a 2-year fee reduction bill passed in 2002 to 
expire. Two years ago, Congress passed legislation decreasing the ongoing lender servicing fee from .5% to 
.25%, the borrower guarantee fee on loans of $150,000 or less from 2% to 1%, and the borrower guarantee fee on 
loans over $150,000 up to $700,000 from 3% to 2.5%. The Administration's plan is to let the fees revert back to 
their original levels. 
 
The Administration is proposing no federal support for the 7(a) program—the first time in the 50-year history of 
the SBA that zero appropriations would be provided for the program. Additionally, the SBA is asking for 
authority to adjust fees in the future to ensure that the subsidy rate remains at zero. As of the writing of this 
testimony, the SBA has not provided any material details on its proposal. 
 
It behooves us to ask how much trust we should have that we will get a fair and reasonable subsidy calculation 
going forward if we accept this proposal. Last year, the SBA and Office of Management and Budget (OMB) had 
to be forced by legislation to recalculate the subsidy rate. This year, Congress asked the Government Accounting 
Office (GAO) to validate the new subsidy model, and the SBA and OMB have stonewalled the issue by refusing 
to provide requested information. Finally, it is suspicious that the sunset of legislation coincidentally results in a 
subsidy rate of exactly zero. As of the writing of this testimony, the SBA has not provided material details 
explaining how the requested fee increase would bring the current subsidy rate of 1.06 to exactly zero. 
  
It is disturbing that the program would face further fee increases (taxes) given that the GAO has documented the 
fact that 7(a) lenders and borrowers have already returned over $1.2 billion in excess fees to the Treasury. It does 
not seem to matter that the Administration had a budget bust this year, requesting too little program authority, 
resulting in loan caps and program restrictions that have harmed many small business applicants who had filed 
their loan applications in a timely manner. It appears that in addition to many borrowers being told “too bad “ this 
year, next year’s borrowers will be told “more fees” (taxes). 
 
 



  
 
 NAGGL > Feb. 12 Senate SBC Testimony  
     

 

  4 

 

FY 2005 Loan Demand 
With its FY 2005 estimate of demand of $12.5 billion, the Administration has finally recognized that small 
business loan demand has grown, albeit a year late. We question, however, the need to limit this program. If the 
Administration wants to support the 7(a) loan program and its mission to provide long-term capital to small 
business, why limit the program to anything less than the authorization limit of $16.5 billion proposed in the 
pending reauthorization bill? If the Administration wants to support the 7(a) loan program and its mission to 
provide long-term capital to small business, why not take steps now that will lift the lending restrictions and meet 
the needs of small businesses that exist today? We were told a few weeks back that the SBA was working on a 
formal reprogramming proposal. To the best of our knowledge, no such request has been submitted. 
 
Conclusion 
Last year NAGGL testified that a reasonable estimate of demand for FY 2004 would be $12.5 billion. The SBA 
adamantly opposed our estimate, saying that $9.3 billion would be sufficient. The result of the inadequate budget 
request and resulting inadequate program level has ended up harming many small businesses. Today many 
applicants cannot find financing for their larger loan packages. Meanwhile, jobs are being lost and businesses are 
closing their doors. 
 
Small businesses do not need rhetoric about how important they are. Small businesses need to be treated fairly. 
Small businesses need access to capital. Small businesses need the Administration and Congress to support the 
SBA and its loan programs. 
 
Thank you for the opportunity to testify before the Committee. 



  
United States Hispanic Chamber of Commerce 

For Immediate Release 
January 12, 2004      Contact: Natalia Martinez  
               202-842-1212 ext. 114  
        

STATEMENT BY USHCC PRESIDENT GEORGE HERRERA ON BUSH 
ADMINISTRATION’S SMALL BUSINESS LOAN ANNOUNCEMENT  

 
WASHINGTON, D.C.—Today, George Herrera, President and CEO of the United States 

Hispanic Chamber of Commerce (USHCC), issued the following statement in response to the 
Bush Administration’s recent announcement to discontinue loans through the Small Business 
Administration’s (SBA) 7(a) loan program and to cap 7(a) loan size at $750,000.  

 
I am disappointed and outraged by the Administration’s decision to restrict spending for 

one of the SBA’s most vital lending initiatives. I echo the sentiment of Congresswoman Nydia 
Velazquez (D-NY) that this is detrimental to the small business community, the 1.2 million 
Hispanic-owned firms in the United States and to our nation’s economy. 

 
Small businesses are vital to the continued growth of our economy, comprising 98 

percent of all U.S. businesses and generating 60 to 80 percent of new jobs annually. However, 
lack of access to capital and a struggling economy has forced many of these firms to turn to the 
SBA 7(a) loan program to meet their financing needs. The flagship loan program accounts for 40 
percent of all long-term small business lending, including thousands of loans to Hispanic and 
women-owned firms. Without this valuable resource, many small businesses and entrepreneurs 
would have little means to grow or start their businesses. 

 
While this may appear to be a way to save money, canceling 7(a) loans could cost the 

nation thousands of dollars in the long run by impeding the strongest economic driver we have. 
At a time when our economy struggles to create jobs, small businesses, particularly Hispanic-
owned firms, need greater avenues to capital, not to have the doors closed to them. I urge 
President Bush to reconsider his decision—the nation’s small businesses depend on it. 
 
The USHCC represents the interests of more than 1.2 million Hispanic-owned businesses in the 
United States and Puerto Rico, which earn more than $200 billion annually. It serves as the umbrella 
organization for more than 153 local Hispanic chambers nationwide and it actively promotes the 
economic growth and development of Hispanic entrepreneurs. Visit www.ushcc.com for more 
information. 









DONALD A. MANZULLO, ILLINOiS

CHAIRMAN
NYDIA M. VELAZQUEZ, NEW YORK

January 12, 2004

The Honorable George W. Bush
President of the United States
The White House
1600 Pennsylvania A venue
Washington, DC 20500

Dear Mr. President:

We are writing to express our objection to the administration's mismanagement of the Small
Business Administration's (SBA) flagship 7(a) loan program that resulted in its recent shutdown.
The 7(a) loan program, which accounts for approximately 30 percent of all long-term small
business lending, is a proven catalyst for job creation and economic development in our local
communities.

These recent actions will have a devastating impact on our nation's small businesses, curtailing
the infusion of capital into our economy at a time when the unemployment rate is near a ten-year
high. Given this reality, the SBA should be spurring job creation and economic development by
meeting the capital needs of small businesses, not impeding a program that is vital to the future
of America's entrepreneurs and workers.

The genesis of this crisis is rooted in the administration's previous budget requests. The funding
request for this important program has steadily declined from President Clinton's budget request
of$II.5 billion in 2001 to the Bush administration's most recent request of$9.3 billion in 2004.
This decrease is inconsistent with the demand for 7(a) loans, which has increased to more than
$12 billion in 2004.
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As a result of these inadequate budget requests, the stage was set for the financial collapse of the
program. The first sign of this collapse was seen in the administration's December 23, 2003
announcement of a cap of $750,000 on 7(a) loan size. This announcement caused a flurry of
activity as small business lenders rushed their applications to the SBA for processing and
approval. Even though the effect of this announcement should have been foreseeable, the
administration was caught off guard as loan demand increased significantly. Instead of
managing its operation to account for this heightened demand, the administration made the
extreme decision on January 6, 2004 to shutdown the 7(a) loan program and return all pending
applications to small businesses.

These actions have seriously and irreversibly injured thousands of small companies at a time
when the nation's economy is struggling to create new jobs and move forward. Most disturbing
about this occurrence is throughout 2003 your administration repeatedly ignored signs that loan
demand was exceeding SBA's available funds and chose not to act, instead delaying action until
Congress was adjourned for the year. Rather than preventing this crisis, one of the federal
government's most important economic development programs was shut down. We are calling
on the administration to act swiftly to fix these problems so that America's entrepreneurs do not
continue to suffer.

This crisis must be resolved quickly and the 7(a) loan program must recommence its operations
as soon as possible. To ensure the program's operation in the near-term, the administration must
reprogram any and all available funds; this will allow for the immediate reopening of the
program. After the program is operational again, the administration must make a request in the
form of a supplemental appropriation to ensure that it can meet demand for 7(a) loans. Beyond
FY 2004, the administration must make certain the program can function smoothly, so that these
interruptions do not recur and undermine the program's future viability. With this mind, the FY
2005 budget must represent the program's true level of demand, which can be approximated by
this year's 7(a) loan level projection of$12 billion.

In resolving this situation, those small business owners who were awaiting action on applications
submitted during the shutdown should not be disadvantaged. The administration must guarantee
all loans that currently have been cancelled or returned to lenders are given priority, regardless of
loan size, when the 7(a) loan program resumes. If the SBA does not honor its commitment, such
action will undermine the standing of the program in the long-term and call into question the
administration' s integrity in operating its flagship loan program. Under no circumstances should
the administration be permitted to shirk its responsibility to those small businesses that have been
harmed by its decision to cease operations of the 7(a) loan program.

Small businesses are responsible for driving job creation and contributing to positive economic
growth. This is especially important now as recent reports confirm that the economy is failing to
create new jobs. A real commitment from the administration to the small business sector would
stimulate economic growth in communities across the country. Without such a commitment,
small businesses will be unable to create new jobs and fully contribute to a sustainable economic
recovery .
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Thank you for considering our views on this important matter. We look forward to working with
you to resolve this crisis and ensure that our nation's entrepreneurs have the capital they need to
grow and expand.

Sincerely,

~

..~-.a J~

Member of Congress
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FrH w. B~ance, Jr. -W"

Member of Congress

Tom Udall
Member of Congress
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Em F.M':F"eomavaega
Member '1 Congress

Danny K.
Member of Congress

,
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M. Christian-Chfistensen
: of Congress
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~;:ce F. Napolitano
Member of Congress

Anibal
Member of Congress

£ ,t G.s~

Ed Case
Member of Congress
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Velázquez Decries Shutdown of Loan 
Program 

Small businesses will suffer nationwide as access to capital is greatly diminished 
 
WASHINGTON – Congresswoman Nydia M. Velázquez (D-N.Y.), Ranking Member of the House Small 
Business Committee, today called the administration’s latest announcement to shut down the Small 
Business Administration’s (SBA) 7(a) loan program “outrageous,” and “detrimental to the growth of this 
nation’s small businesses.” 
 
“As the economy struggles to create jobs, now is not the time to cut off small businesses from access to 
capital,” Congresswoman Velázquez said.  “Small businesses are the greatest job creator in this country 
and act as the catalyst of economic growth, yet they need capital to start up and expand.  Instead of 
meeting the capital needs of our small firms, SBA is leaving them with no way to grow.  Not only will 
small businesses feel the negative impact of this decision, but so will the U.S. economy as a whole.” 
 
The SBA’s decision not to make any loans through its 7(a) loan program comes on the heels of its 
announcement last week to cap the 7(a) loan size at $750,000, even though small businesses are showing 
an increased demand for such loans.  In addition, SBA made this decision, despite the fact that under the 
continuing resolution (CR), the agency has already been allocated $30 million of its FY 2003 
appropriation.  In canceling or returning all pending loan applications, estimated to include more than 
1,000 loans worth over $500 million, the SBA risks undermining the future standing of the program and 
calls into question its integrity in operating its flagship loan program. 
 
“These moves are the Bush administration’s latest attempts to gut this critical program,” Congresswoman 
Velázquez said.  “The attack began shortly after the president took office with his first budget pushing for 
new taxes on all 7(a) participants, and was followed last year by a cap that took billions of dollars out of 
the economy, which could have created valuable jobs at a time when we needed them most.” 
 
The 7(a) loan program is SBA’s most important lending initiative and is responsible for 40 percent of all 
long-term lending to this country’s small businesses.  The Bush administration’s funding request for the 
7(a) program has steadily declined from President Clinton’s last budget request of $11.5 billion for 2001 
to its most recent request of $9.3 billion for 2004.  This decrease is inconsistent with the demand for 7(a) 
loans, which has increased to more than $12 billion in 2004. 
 
“Here we have just another example of the ever-widening credibility gap between the Bush 
administration’s rhetoric supporting small businesses, and the reality of its destructive policies on our 
entrepreneurs,” Congresswoman Velázquez.  “Democrats in Congress will oppose the move and will use 
every available avenue to stop it.” 

Committee on Small Business 
Nydia M. Velázquez, Ranking Democratic Member  
 

News from the  























  

SNOWE  VOICES DEEP  CONCERN  OVER  ADMINISTRATION’s 
DECISION  TO SUSPEND  7(a) SMALL  BUSINESS  LOANS 

  
            (Washington)  – U.S. Senator Olympia  J. Snowe (R-Maine) today voiced deep concern over the 
Small Business Administration’s decision to suspend lending through its popular 7(a) Loan Program, 
saying the decision creates unnecessary anxiety in the small business community and could have an 
impact on the ability of small businesses to generate new jobs.  
  
            “I am disappointed by the Administration’s decision to suspend 7(a) lending, which plays such a 
large role in providing basic operating and expansion capital to our small businesses,” said Snowe, Chair 
of the Senate Committee on Small Business and Entrepreneurship.  “This is a highly unusual move that 
could create a hardship for thousands of independent and family owned firms, particularly in Maine 
where small businesses account for virtually every new job created.” 
  
            The SBA announced Tuesday that it was immediately suspending 7(a) loan guarantees.  The 
announcement came almost two weeks after the agency said that, effective January 8, 2004, it would 
place a $750,000 cap on 7(a) loans, which are authorized by Congress up to a maximum of $2 million.  
  
            Under Snowe’s leadership, the Senate Small Business Committee sought to ensure adequate 
funding for 7(a) loans, authorizing a $16 billion program level for Fiscal 2004 and warning the 
Administration that its budget request to fund a $9.3 billion program would not be adequate to meet loan 
demand.  Although the full Senate approved the $16 billion level with its passage of Snowe’s bill, S. 
1375, the final Conference Agreement reached by the Appropriations committees only provides support 
for a program of up to $9.5 billion in 7(a) loans. 
  
            “The volume of requests for the 7(a) program demonstrates the need for increased program 
funding,” Snowe added.  “We must work together immediately to address the issues that are keeping 
small firms from tapping this vital source of job-creating capital.”  
  
            The Senator’s Small Business Committee staff is scheduled to meet with SBA officials late 
Wednesday to begin discussions on how to resolve the problem and to ensure that adequate funds are 
available to resume 7(a) loan guarantees.  
  
            Snowe noted that SBA Administrator Hector V. Barreto, in testimony before the Senate Small 
Business Committee, on June 4, 2003, pledged to work with Congress to monitor and expand budget 
authority for 7(a) loans, if necessary, to ensure adequate program funding for Fiscal 2004.  The potential 
for a shortfall in 7(a) funding was one of the top concerns discussed by Snowe, Committee members and 
witnesses during the June 4 hearing.  
  
 
            Over the last three years, the 7(a) program has provided financing to more than 40,000 start-up 
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small businesses – and to more than 99,000 existing small businesses.  Those loans totaled more than 
$28 billion over the period, and helped small businesses create more than one million new jobs.   That 
level of performance has drawn high praise from SBA officials as well  
as commercial banks and lenders, making the 7(a) Program one of the most efficient and effective 
programs administered by the SBA.  
  
            “In light of 7(a)’s strong track record and the President’s commitment to create new jobs and 
energize the economy, I hope we can expect a quick resolution of this problem and a public show of 
commitment by the Administration to the 7(a) Program’s long term viability,” Snowe said.  
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SNOWE  TAKES  ISSUE  WITH  SBA’s  HANDLING  OF  DECISION  
 TO  SHUT  DOWN  CRITICAL 7(a) LOAN PROGRAM  

 
            (Washington, DC)  – U.S. Senator Olympia  J. Snowe (R-Maine) today took the Small Business 
Administration to task for failing to provide Congress the required notice of its decision to suspend the  
7(a) small business loan program. The SBA had warned of a plan to impose a $750,000 cap on 7(a) 
loans, but suspended the program entirely without warning earlier this month. 
  
            In a letter to SBA Administrator Hector V. Barreto, sent late Thursday, Snowe wrote:  December 
23, 2003, the SBA provided notice to me, as Chair of the Senate Committee on Small Business & 
Entrepreneurship, of its intention to impose a ‘cap’ on individual loans in the SBA’s 7(a) loan program 
as of January 8, 2004. This notice was required by Section 7(a)(24) of the ‘Small Business Act,’ which 
provides that the SBA must notify the Committee at least 15 days before  making any significant policy 
or administrative change affecting the operation of the loan program.”  
  
            “The SBA’s subsequent actions in shutting down the program around January 5, 2004, or an 
earlier date clearly violate this statutory requirement,” Snowe added.  Snowe has already called for the 
restart of the 7(a) program as soon as possible, noting that the 7(a) program has provided financing to 
more than 40,000 start-up small businesses – and to more than 99,000 existing small businesses over the 
past three years.    
  
             Snowe said her concerns over the violation “should not stand in our way of resuming the 
program’s operations immediately.”  She also reiterated a strong commitment to solve the budgetary 
shortfall plaguing the 7(a) program, writing to Barreto: “I remain completely committed to working with 
you to achieve continued success for the 7(a) loan program.”  
  
            Snowe’s Small Business Committee staff met with SBA and Office of Management and Budget 
(OMB) officials this week to discuss potential solutions, but SBA and OMB still have not submitted a 
formal proposal to Snowe or the Committee for review.  
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SNOWE  LAUDS  RESTART  OF  7(a)  LOANS;  PLEDGES  TO  WORK  TO  FIND 

LONG-TERM  FIX  FOR  PROGRAM’s  BUDGETARY  WOES  
  
            (Washington, DC)  – U.S. Senator Olympia  J. Snowe  (R-Maine) Chair of the Senate 
Committee on Small Business and Entrepreneurship, today praised the restart of the critical 7(a) Loan 
Program following a temporary shutdown, but expressed concern at the agency’s decision to impose 
new restrictions on loans without first consulting Congress.  
  
            “I appreciate the efforts of Administrator Hector Barreto to reopen 7(a), and understand the 
difficulties of the current situation but, nonetheless, I am troubled by the agency’s decision to restart it 
with a new prohibition on ‘piggyback loans,’ which were commonly issued to the benefit of borrowers,”
said Snowe. “Additionally, the $750,000 loan cap will particularly harm capital-intensive 
manufacturers.”  
             
            “The SBA clearly had a responsibility to notify Congress before introducing new restrictions 
which could discourage lenders from participating,” Snowe added.  “Unfortunately, we were not 
appropriately notified about this change in policy as required by law.”    
  
            “This program is clearly crucial to the success of American small businesses, and central to our 
efforts to create more jobs for Americans,” she said. “The SBA should demonstrate a strong 
commitment to the program.”   
  
            Snowe also again voiced disappointment that the SBA has not provided a written plan to the 
Senate Committee on Small Business to address long-term funding and management problems with 7
(a).  
  
            Snowe urged the SBA to construct plans to ensure that the 7(a) Program will be fully funded for 
the remainder of 2004 and in future years.  “I remain committed to working with the Administrator 
Barreto to find a long-term solution to the 7(a) funding shortage and avoid future interruptions. 
Sustaining the 7(a) Program and helping small businesses who applied for loans that were not approved 
before the shutdown get their funds as quickly as possible must be top priorities,” she added.     
  
             Congress has given the SBA approval to tap an additional $470 million in appropriated funds, 
which should keep the loan program funded through January 31, when the current continuing resolution 
funding the federal government will expire.  
  
            An estimated $11.3 billion in 7(a) loans were made during Fiscal 2003, and at the current pace of 
loans being issued, demand during Fiscal 2004 could reach approximately $12 billion, Snowe believes.   
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The Honorable Hector V. Barreto 
U.S. Small Business Administration 
409 3rd Street, SW 
Suite 7000 
Washington, DC  20416 
 
January 8, 2004 
 
 
Dear Administrator Barreto: 
 
On behalf of the National Small Business Association, I would like to express my concern over 
the recent freeze of the SBA 7(a) lending program.  Though we can certainly appreciate the 
difficult position you face in dealing with larger demand than your budget affords, NSBA would 
like to formally state our support of the 7(a) program and stress upon you the importance of 
continuity in this program. 
 
As the nation’s oldest nonpartisan small business advocacy group, NSBA reaches more than 
100,000 small businesses across the country.  We hear time and again the importance of SBA’s 
7(a) program in helping to grow small businesses.  With demand on the rise for this program, it is 
clear that the market is talking – the small business market needs your help in working to further 
this most recent economic surge. 
 
The initial notice put forth by SBA established a loan cap of $750,000 on all 7(a) loans, effective 
January 8, 2004.  While we would argue that loan caps are detrimental to the overall program and 
have adverse long-term affects, we can understand the short-term conundrum you face in limited 
resources to meet expanded demand.  The most recent change to the program, casually called a 
“lending holiday”, will in effect, stop the disbursement of any 7(a) loan indefinitely.  Even those 
loans that small business owners and lenders have processed and have received pre-approval for 
could be halted by this most recent change. 
 
As SBA has noted, a large number of loans greater than $750,000 were submitted following 
notice of the $750,000 cap.  Small business owners and lenders alike worked to ensure their loans 
got approved and disbursed prior to the enactment of that cap in order to move forward on their 
business growth plans.  NSBA is concerned that those people, even with the 7(a) hold lifted, 
could have their loans denied in their entirety, forcing the business owner to completely re-apply 
for a loan.  Not only would this potential problem harm these small business owners, it would 
tarnish an agency whose purpose it is to protect the interests of small business. 
 
Though a lack of fluid information exists surrounding the hiatus of the 7(a) program, NSBA 
would encourage SBA to seriously consider the detriment to not only the overall 7(a) program, 
but the hardships small businesses will inevitably face due to the “lending holiday”.  As has been 
stated time and again, the demand for 7(a) loans is on the increase, to just over $ 1 billion per 
month.  The clear disregard of that increase as reflected in budget requests has led us to the 
position we are currently faced with: limited resources to meet increasing need.   



 
NSBA would encourage the SBA to seek alternative ways of dealing with this problem.  A 
potential short-term fix would be to reprogram the needed funds to meet demand through the end 
of January.  To get through the balance of FY 2004, we would support additional appropriations 
rather than additional loan caps or “loan holidays” on the 7(a) program.   We believe this kind of 
action at a time when Congress can do little to help stands to impair small business faith in the 
7(a) program and SBA overall, as well as discourage lender support and participation in the 7(a) 
program. 
 
Beyond the initial short-term fix, we believe that the crunch SBA is now faced with should be a 
wake-up call to both the SBA and Congress.  Demand for 7(a) loans has been on the rise and 
doesn’t appear to be a temporary development.  NSBA has advocated for a strong, appropriately 
funded 7(a) program to avoid quagmires such as this, we again urge both Congress and the SBA 
to request and appropriate funds adequate to meet the demand for the 7(a) program. 
 
As a program that not only nets the Treasury money in excess fees, but also leverages funds in the 
private sector 99 to 1, the importance of the 7(a) program cannot be overlooked.  We urge you to 
reconsider both the “lending holiday” and the loan cap on the 7(a) program and seek alternate 
options to alleviate the budget shortfalls you are facing. 
 
 
Respectfully, 
 
 
 
Todd O. McCracken 
President 
 
 
cc:  
  
Senate Committee on Small Business and Entrepreneurship 
  Sen. Olympia Snowe, Chair 

Sen. John Kerry, Ranking Member 
House Committee on Small Business 
  Rep. Donald Manzullo, Chair 
  Rep. Nydia Velazquez, Ranking Member 
Senate Appropriations Subcommittee on Commerce, Justice, State and the Judiciary 
  Sen. Judd Gregg, Chair 

Sen. Ernest F. Hollings, Ranking Member 
House Appropriations Subcommittee on Commerce, Justice, State, the Judiciary and Related Agencies 

Rep. Frank Wolf, Chair 
Rep. Jose Serrano, Ranking Member 

Executive Office of the President, Office of Management and Budget 
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